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An AICPA publication for the local firm

A BUSINESSLIKE APPROACH TO COLLECTIONS
The October issue of the Practicing CPA contained
an article on the firm administrator's role in round
ing up receivables. This article will deal with
organizing a CPA firm to improve the collection
process. Some of the suggestions will reinforce
those made a couple of months ago. The theme will
be familiar to many. I’ve written the article from the
point of view of a practitioner in a local accounting
firm who has faced these problems for many years,
taken his lumps, and learned from his mistakes.
Frankly, that’s exactly my experience.
Just how should a CPA firm organize itself for the
collection process? In today’s unforgiving world,
this question is paramount. Everyone recognizes
the need for a more businesslike approach to the
financial management of an accounting practice,
but few people have the desire or the knowledge to
affect change. This article will explore the more
routine aspects of setting up an effective, controlla
ble collection system, with the goal of maintaining
strong client relationships.
Reaching agreement on three key points is essen
tial to establishing an effective collection system.
The first is the "past due” point. Normally, 30 days
from invoice date is appropriate, but certain situa
tions (such as large jobs or specialty work) might
demand a shorter time frame, say 15 days. Invoices
should be dated the last day of the work cycle, not
the date the invoice is typed or mailed. This
approach provides an orderly dating of invoices
over the annual cycle and an incentive for prompt
billing.
The second agreement needed is the "stop work”
point. Generally, 90-120 days from invoice date is
appropriate. The "stop work” point is just that—if
an account remains past due at this point, all ongo
ing work ceases. No exceptions! Success of such a
policy depends on clear communication with the
client at the onset of the relationship. Prospective
clients should be informed of this rule in the begin
ning and should not be accepted without their con

currence. Success also depends on the cooperation
of the partners in maintaining a high level of
enforcement. Debate about the "stop work" point
and agreement among the partners on the appropri
ate time frame should be handled at a partners’
retreat. Unless everyone cooperates, this policy will
become more of a joke than a rule.
The "outside help" point is the third area where
agreement should be reached. Usually, 120-150 days
from the invoice date is appropriate. If an account
remains delinquent at this point in time, it should
be considered for referral to outside help with the
collection process. Again, clear communication
with prospective clients, and cooperation and
agreement among partners is essential. Remember,
when this point is reached, you must generally pre
pare to abandon the client relationship. More on this
aspect will be presented in the second part of the
article.
The first level of internal collection effort should
be handled by your administrative staff. Ideally,
your firm administrator, or if lacking one, your
office accountant, should telephone the client's
administrative staff, most likely the controller,
bookkeeper, or accounts payable clerk. The first con
tact should occur two or three days after the "past
due” point. After introduction, your administrative
staff person might say “I noticed that our invoice
#1016 for $7,200 is three days past due and was
wondering if there is a problem.” A typical reply
might be "No, no problem, it just hasn’t come
through our cycle for payment." The appropriate
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response then is “Under the circumstances, when
can we expect your check?" If the date given is
acceptable (one to two weeks), your administrative
staff person should thank the client and explain that
you will expect payment at that time, then mark his
or her calendar for a follow-up call two or three days
after that date if payment has not been received. If
two or three follow-up calls do not produce results,
the administrative staff person should refer the mat
ter to the engagement partner. If the date given is
unacceptable (over two weeks), the client should be
thanked and the matter referred to the engagement
partner immediately for follow-up with the client.
Another typical response is “Yes, there is a prob
lem. I thought Mr. Jones was going to have a heart
attack when he saw your invoice, and he keeps shuf
fling it to the bottom of the stack.” Your admin
istrative staff person should thank the client and say
that he or she is referring the matter immediately to
the engagement partner who will contact Mr. Jones
to work out any differences. Many clients offended
by perceived unreasonable invoices will internalize
their feelings, hold back payment, and make no
effort to inquire directly. If such a situation persists,
you can almost guarantee a lost client down the
road. Prompt attention from the engagement part
ner when informed of such circumstances will
almost always save the day. This is not a time to be
timid or shy.
Having administrative personnel make the first
contact relieves the partners of this burden and will
accomplish the prompt collection of a substantial
portion of your receivables. In addition, it pinpoints
trouble spots, referring those to the engagement
partner for immediate action. Again, it is essential
that all partners agree that such a communication
demands immediate attention.
In addition to the internal contact program, a
formal, systematic procedure for reviewing ac
counts each month should be established. Someone
(usually the managing partner) should be appointed
collection partner. Although there are many
approaches to systematic review, a monthly meet
ing between the collection partner and each engage
ment partner, one on one, seems to work best. At this

meeting, the collection partner should review every
account with an outstanding balance, past due or
not, with the engagement partner, whether that
partner or a subordinate writes the invoices. In
preparation for this meeting, the engagement part
ner should discuss the status of all routine receiva
ble situations with the administrative staff person
responsible and make all appropriate client con
tacts. He or she should be able to inform the collec
tion partner of all the facts and circumstances of
each client situation. If the engagement partner is
not able to do this, the purpose of the meeting is
defeated, and such conduct should not be tolerated.
As each account is discussed, the engagement
partner and the collection partner should agree on
appropriate further actions, when necessary. Such
actions might include further telephone contact by
either the engagement partner or the managing
partner, a visit to the clients office with the inten
tion of picking up a check or as an attempt to obtain
a personal guarantee of the account, a note for the
account balance, or the enforcement of the "stop
work" point or the "outside help” point. I suggest
that both parties make notes of the decisions made
on an account-by-account basis.
At the following months meeting, these decisions
should be reviewed to determine if the engagement
partner kept his or her agreements for follow-up
action. Failure of the engagement partner to appro
priately follow-up, over a one-month span, as prom
ised, should not be tolerated. Again, agreement on
these policies by all partners at their retreat is
imperative for successful implementation.
It is my experience that these monthly collection
meetings will last no more than 15-90 minutes each.
Although time-consuming for the collection part
ner, they are necessary for maintaining proper inter
nal control over outstanding receivables. And
although busy with client work, the engagement
partner must give a high priority to handling collec
tion responsibilities. All the partners should agree
that such activities are consistent with a busi
nesslike approach to the management of their
accounting practice and are just as valuable as
chargeable time.
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Here are some ways to improve collections:
□ Never mail a time bomb. You know when you
have written this type of invoice. There are
usually strong justifications for an invoice sig
nificantly in excess of what the client expects.
Don't mail it, though. Such an invoice de
mands a personal visit and an explanation.
Work out any differences on the spot. The
engagement partner should take the managing
partner to this meeting if the situation is
expected to be especially difficult.
□ Adopt rigorous client acceptance procedures.
Sometimes with just a little checking in the
beginning, a nasty situation can be avoided.
While beyond the scope of this article, client
acceptance procedures are essential, and deter
mining the ability to pay is a significant aspect
of those procedures. Utilize credit and refer
ence checks and avoid accepting clients with
marginal ability to pay.
□ Use engagement letters as a collection tool. Be
sure that your engagement letter clarifies,
among other things, your fees and payment
terms. Have a clear understanding of what
you're going to charge and how you expect to be
paid. Keep the client advised of any potential
overruns if you have quoted a fixed or max
imum fee. Be sure to get written permission
before you exceed your fee quote.
□ Always get a retainer. Any new client should be
willing to advance you approximately 50 per
cent of the estimated fee for the initial assign(Continued on page 6)

1990 Annual Tax Season Update
Conference Set
The AICPA CPE division will hold the 1990
Annual Tax Season Update Conference on Jan
uary 11—12 at The Sheraton Bonaventure
Resort & Spa in Fort Lauderdale, Florida. The
objective is to provide practitioners with the
latest technical information for the tax season,
and to help them improve practice prof
itability.
Topics include tax developments, tax plan
ning, PAL opportunities, unique tax problems
of individuals and special industries, selection
of entity, S corporations, calculating individ
ual AMT, business travel writeoff issues, and
managing your practice for profit.
Recommended CPE credit is 16 hours. To
register (Visa or MasterCard) or for additional
information, call (800) 242-7269; in New York
State, (212) 575-5696.

MAS and the Small Practitioner
As a practitioner in a small firm, is it possible to
offer clients just bread-and-butter services and
exclude consulting? The principals of Carter, Young,
Wolf, Davis & Dahlhauser, P.C., a local firm in
Nashville, Tennessee, considered such questions
when establishing the goals and philosophies that
would direct the growth and success of their firm.
They agreed that providing management advisory
services (MAS) is the key to a successful practice.

Making the choice
Small-business clients have to have financial state
ments and tax returns and, as a result, many of them
see accounting as a necessary evil. It is the CPA’s
responsibility to let clients know there is more to
accounting than services they need but don’t really
want. To not do so is to render clients a disservice.
The decision to develop and encourage specialties
is the first step in meeting this responsibility. Indi
vidual expertise must be defined and encouraged,
and staff ability utilized. Limitations must also be
recognized. It simply is not possible to provide all
possible consulting services.
The MAS division of the AICPA developed a list of
thirty-six technical experience categories to repre
sent the types of MAS provided by the CPAs who are
division members. Small firms must recognize
which specialties their clients need, and must pro
vide those services that members of their firms are
competent to perform.
Small firms usually have no need for a separate
MAS department. Depending on individual skills,
everyone in the firm performs MAS functions to
some degree. Firms find that offering special ser
vices adds to their credibility.
Accepting the responsibility
The second step of educating clients about services
is basic to a CPA’s livelihood. A common complaint
of small-business clients is “My accountant picks up
my books, prepares the statements, drops them off,
and sends me a bill.” That is the extent of the rela
tionship.
The crossover from accounting to consulting,
however, is built on a strong, ongoing client relation
ship. So, after performing the bread-and-butter ser
vices, go one step further. Increased communication
and availability are essential elements of this pro
cess. These two elements are what differentiates
accountants from consultants.
Small CPA firms can usually provide a more per
sonal service to their clients than larger firms can.
To consult with clients, you must build a relation
ship that encourages them to openly discuss their
Practicing CPA, December 1989
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problems. Sometimes these are personal problems,
sometimes business. For many small-business cli
ents, these two factors are intertwined and must be
considered equally.
Providing necessary services, such as assisting a
client in securing a home loan to finance his or her
business, and developing the ability to offer a vari
ety of management advisory services, will foster a
firms growth. Gaining a complete understanding of
the picture from the clients point of view will help
in anticipating their needs. It will also help the CPA
to provide meaningful recommendations and to
communicate these recommendations in a clear
precise manner.
Providing the skills
As stated above, communication is a major element
of any consulting process. The individuals who per
form MAS must have the necessary experience and
education to communicate with a high degree of
confidence. It is not enough for MAS practitioners to
just have technical skills. They must also have good
communication skills.
Confidence, credibility, and respect between cli
ent and CPA requires a combination of the two
skills. The firm that chooses the MAS route has the
tough task of ensuring that its staff who are relied
upon to communicate with clients must have the
skills to do so effectively.

Marketing your specialties
The third step in building a consulting practice is to
market the specialties the firm has developed. The
best marketing tool a firm has is its present client
base. Clients who have confidence in their CPA will
refer that CPA to others. Specialty clients often
result from the strong relationships built up by
providing more than the basic accounting services.
While word-of-mouth reputation is its own mar
keting tool, active participation of partners and
staff in professional and civic organizations also
adds to a firm's reputation. Our partners decision to
strengthen services by developing specialties, to
provide constant client contact through communi
cation and availability, and to rely on providing
quality, timely work as ways of marketing the firm’s
capabilities has proved itself. In four years, the firm
has grown from three principals and seven or eight
staff to five principals and twenty-eight staff. The
client base has more than tripled during the period.
Perhaps most important, though, we find that
providing MAS not only promotes the firm’s growth
and success, it also gives the individuals involved a
sense of confidence and pride in their work. □
-by Sara S. Lankford, CPA, Carter, Young, Wolf,
Practicing CPA, December 1989

Davis & Dahlhauser, PC., P.O. Box 23618, Nashville,
Tennessee 37202.

Editors note: Ms. Lankford is manager of the profes
sional services division of Carter, Young, Wolf, Davis &
Dahlhauser, concentrating on the healthcare industry.
CPAs interested in enhancing their MAS practices may
wish to join the AICPA membership division for man
agement advisory services. Members automatically
receive newly issued MAS practice aids and MAS spe
cial reports, plus the newsletter, The CPA Manage
ment Adviser. For further information, call (212)
575-6290.

Time and Billing Software—A Key
To CPA Productivity
Of all the areas of practice management, none is
more important than time and billing. It is how
employee productivity is measured, and it provides
the basis for billing and tracking profitability by
client. Fully featured time and billing packages are,
therefore, no longer a luxury but a real necessity for
any firm that wants to remain competitive and
closely control costs.
Of course, all firms have some kind of time and
billing (T&B) system, even if it is an informal one. If
you find, however, that your system is slow for re
cording time, or is prone to error, that bills go out
late, or that critical information needed to make
management decisions is lacking, then a new time
and billing system may be the answer.
Fortunately, new and improved systems have
arrived on the scene. Improvements in feature/function capability, better user interface, and
more flexible billing formats and reporting, make it
worthwhile for CPAs dissatisfied with their current
system to look at alternatives.
Recent software improvements
In the past couple of years there have been impor
tant improvements in the standard of T&B soft
ware. Systems now provide better user interfaces
that, for example, use pop-up windows for searching
file records using a function key. Programs such as
Unilink Plus, EF Haskell’s TKR/4, and Software
Technology’s TABS III offer this feature. The ability
to export data from the T&B system to other soft
ware is a recently added feature that can provide for
formatting a bill within a word processing system or
analyzing performance data in a spreadsheet. Time
slips III, Prentice Hall, Creative Solutions, and Com
mercial Logic are notable for this capability.
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Time and billing software functions
□ Client information. There is great variety in the
type of client data tracked by various systems.
Some systems maintain both client and
engagement data in a single file, while others
require that you set up a separate file for
engagement data. The trade-off is that with a
single file, there is less setup time, but with
separate files more data about engagements
are usually available, and summarized bills
can be sent to a single location.
□ Accounts receivable. The vendors have taken
two approaches with respect to accounts
receivable (A/R). In one approach, they include
the receivables function within the time and
billing program itself. This minimizes process
ing steps and the need to exit the T&B program
in order to, for example, post work-in-process
(WIP) billed to A/R or to do an aging report.
The second method is to have a separate A/R
program that works with the time and billing
data. Although there is some inconvenience in
moving in and out of programs, there are more
accurate receivable functions.
□ Work in process. This important area is given
royal treatment by most packages. A billing
worksheet, showing all WIP by client, with
detail by workcode, date, and employee, lets
partners decide how much to bill and how
much to write up or write down, with a place to
enter manual instructions. All systems do
write-ups and write-downs by the client and
some by transaction. Some will also automat
ically allocate write-up or write-down adjust
ments across employees or workcodes, so that
reports accurately reflect adjustment detail.
□ Billing. Selecting items to be billed typically
involves billing a client or range of clients for
all open WIP transactions at standard rates or
billing a workcode group. Billing can also be
achieved in some programs by partner, by bill
ing frequency code (in the client file), by
amount of WIP, and by cutoff date.
□ Bill formatting. This is a crucial function for
most CPAs. There are many options offered by
various vendors. TABS III and Unilink Plus
have built-in word processing functions that
allow a great deal of bill format flexibility.
Other systems have various ways of providing
customized formats, including the ability to
add specified data to the bill (e.g., beginning
balances and cash received in the current
period), and the suppression or inclusion of
detail data on the bill (e.g., employee names,
workcodes, transaction hours and amounts,
etc.), and free-form paragraphs.

□ Reporting. Vendors provide profitability analy
sis of varying detail. Most systems supply a
gross margin analysis of total costs for a client.
A few will allocate costs according to cost per
hour for the employee. This is done more easily
when a payroll system can be integrated with
time and billing.
Standard reports include actual versus
standard billing rates and the total of billable
and nonbillable hours and dollars, both on a
current period and year-to-date basis. In most
instances, reports can be printed by partner,
client, workcode, and employee.
□ Time and expense entry. For firm clerical person
nel, this is the most important function. There
are wide variations in the method of entering
work charges and expenses to WIP. Typically,
data is entered interactively with the system,
while the operator checks for valid codes and
keeps a running total of client and employee
numbers, hours, and dollars. This is used to
proof against the operator’s manual input
sheet.
□ Integration. Some systems will integrate with
external systems like general ledger, accounts
payable, payroll, and accounts receivable. This
can save time in recording journal entries for
firm statements and can provide greater data
for follow-up.
Selecting the right system
Once you have focused on two or three systems that
appear to be good candidates based on feature and
function, the next step is to determine whether there
is a “personality” fit. This entails reading about how
the system processes data and about user interac
tion. Does the program seem to follow the way your
firm does things? Also, plan on spending some time
in front of a terminal with a demonstration program
that most vendors offer.
T&B software ranges in price from $199.95 to
several thousand dollars. A typical system will cost
from $1,000 to $2,000. There is not always a correla
tion between price and quality. Each system should
be evaluated on its own merits to see whether it
meets your specific needs. □
-by Sheldon Needle, Computer Training Services
(CTS), 11708 Ibsen Drive, Rockville, Maryland 20852,
tel. (800) 433-8015, in Maryland, (301) 468-4800

Editor's note: CTS publishes Guide to Time and Bill
ing Software for Accounting Professionals. Informa
tion on this 150-page critique can be obtained by
calling the numbers listed above.
Practicing CPA, December 1989
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A Businesslike Approach (continued from page 3)
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ment upon your acceptance of the engagement.
An unwillingness to do so is a strong indication
of potential payment problems later on. Fur
ther extension of credit should be based upon
credit and reference checks and upon your
experience with the client. Be sure to get some
thing substantial up front to verify the client's
serious intentions.
Get a personal guarantee of all nonindividual
accounts. Have your attorney draw up a simple
personal guarantee form that you can complete
for each new client where appropriate. Make it
standard practice to obtain such guarantees
and inform prospective clients that this is a
firm rule and is necessary if you are going to do
business together. Anyone unwilling to give you
such a guarantee does not give you the con
fidence that you are dealing with a financially
sound individual. Be willing to turn away busi
ness when such a guarantee is refused.
Get a note covering the account balance. When
you have the slightest indication that an
account may be in trouble, insist on obtaining a
note for the account balance guaranteed by the
appropriate responsible persons. Again, your
attorney can develop a note which will allow
easy completion. The importance of such
instruments will be discussed further in the
second part of this article.
Be a pest; clients pay them first. A high level of
collection contact whether by the admin
istrative staff or the engagement partner, will
move your bill through the payment process
faster. Once clients understand that you have a
systematic review procedure, and that you will
contact them every time an invoice slips past
due and will follow up on promises made, they
will be more likely to put your invoice on the
"pay" stack rather than the "hold” stack.
Comply with all regulatory authority rules, but
don’t otherwise release copies of workpapers
without getting paid. Each governing body has
different rules concerning the retention of cli
ent documents and your work product. Be sure
to inform yourself of those rules and avoid vio
lating them. If ethically and legally possible,
use your work product as a lever for obtaining
payment in difficult situations.
Impose finance charges. Figuring finance
charges on a monthly basis can be a nuisance,
but there is software available to help. There
are also numerous federal and state statutes
governing finance charges, and it is necessary
to stay in compliance. So first, seek legal advice
on the proper way to impose them.

Practicing CPA, December 1989

Second, charge everybody. There should be no
privileged clients. If you get a complaint, say
"Charlie, our rule is to impose finance charges
on all accounts unpaid after thirty days. Since
this is the first time this has happened on your
account, I will waive the charges this one time if
you send me a check for the difference right
away. You pay finance charges on your credit
cards and department store bills routinely
without complaint, and you should understand
that our need to be paid is no different. In the
future, get your payment to us within thirty
days, and you’ll never see a finance charge on an
invoice again."
Remember, it is essential that all partners
cooperate in this effort. Once you begin sin
gling out certain clients for exemption, you will
lose control of the process.
□ Consider accepting credit cards. Obviously, this
policy is more appropriate to some practices
than to others. All practices have certain clients
who would appreciate such an alternative,
however. Paying a small discount for immedi
ate payment seems a worthwhile expense, so
improve your cash flow by having this option
available.
The two keys to avoiding collection troubles are
appropriate and proper client communication and
partner cooperation. Your collection policies should
be explained to prospective clients orally, and again
in your engagement letter. Appropriate reminders of
these policies should be given when necessary as
time goes by. Holding a meeting with new clients on
how you expect to be paid will go a long way toward
avoiding collection troubles in the future. Clients
will respect a businesslike approach to collection. In
addition, having a high level of commitment to the
collection process from partners is vital. Without
strong agreements and the enforcement of those
agreements on an ongoing basis, the collection pro
cess will have no teeth.
These two goals are not easy to achieve. In some
cases, it may mean a change in firm culture to estab
lish them. But remember, it’s an unforgiving world
and it's becoming more unforgiving. The thrill of
accomplishment is negated when you aren't paid.
Keep in mind that my advice to you, as a consultant
to the profession, is no different from your advice to
your clients regarding their receivables. □
—Alan D. Westheimer, CPA, 770 South Post Oak
Lane, Suite 650, Houston, Texas 77056, tel. (713)
623-8911, FAX (713) 623-8914
Editor’s note: In the second part of the article, to be
published in a future issue, Mr. Westheimer will explore
ways of dealing with seriously troubled receivables
from several different perspectives.
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(Consultants to the profession discuss the
challenges and opportunities CPA firms will face
in the future.) Allan D. Koltin. August, p.6.
Growth and Development—One Firm’s Approach.
(A commitment to personnel development and
client service is an important part of Richard A.
Eisner & Company’s culture.) April, p.3.
Joining an International Affiliation: The Best of
Practicing CPA, December 1989
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All Worlds. (Two firms with growing
international practices explain the benefits.)
Irving Codron and Ronald Nash. September, p.7.
Why Most Sales Training Doesn’t Work for
Accounting Firms. (How to overcome the
barriers that traditional training methods don’t
address.) Allan S. Boress and Michael G.
Cummings. June, p.3.
Communication

Building and Protecting Your Client Relationship.
(How to find out what frustrates clients and how
to keep them fully satisfied.) Michael Cummings
and Brian Raftery. September, p.2.
How to Produce an Effective Firm Newsletter.
Judith R. Trepeck. April, p.5.
It’s a Small-Business World. (Small-business
owners preference of terms used to describe
their economic sector.) June, p.5.
New Ideas for the New Age. (Stonefield
Josephson’s approach to brochures, advertising,
and computerization.) July, p.1.
Thoughts for Next December. (One practitioner’s
attempts to recognize the good intentions of
clients, vendors, and friends of the firm.) John T.
Schiffman. March, p.8.

Mergers and acquisitions

The Hidden Costs of Acquisitions. (Costs go
beyond explicit ones to the time management
must spend negotiating the transaction and
managing the integration process.) Shirley
Cheramy. July, p.2.
How to Value an Accounting Practice. Robert J.
Gallagher. November, p.1.
The Impact of National Firm Mergers. (A view of
the effect of these mergers on smaller CPA
firms.) John B. Sperry and R. Jon Ackley.
October, p.1.
Service areas

Bookkeeping 101. (How providing training to
clients’ bookkeepers helps the client, the
bookkeeper, and the CPA.) Judith E. Murphy.
August, p.5.
MAS and the Small Practitioner. (One firm
believes that providing MAS is the key to a
successful practice.) Sara S. Lankford.
December, p.3.
The "Trouble with MAS.” (Become familiar with
the SSMASs and MAS practice aids. Chances
are you are performing MAS work but don’t
recognize it.) Monroe S. Kuttner. June, p.6.

Marketing

Small firms

Marketing Director: One Size Does Not Fit All
Firms. (How to determine the right marketing
professional for your firm.) Margaret Dalpe.
September, p.4.
An Opportunity for Breakaways. (How to
differentiate your firm and break away from the
pack.) Timothy J. Beauchemin. January, p.1.

Growth and Profit Through Specialization. (How
specialization has helped one small firm
prosper.) M. Dan Howard. March, p.1.
Success Through a Limited-Service Philosophy.
(How alternatives to the traditional full-service
CPA practice pay off for one firm.) Ron W.
Stewart. June, p.1.
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